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Montana  Slate  LibraT? 


HELENA,  MONTANA  59620 


3  0864 ,006  0,85  8      Qlcl  FuHcl  Liability  Tax  End; 


In  September,  the  State  Fund  Board  of  Directors  advised  the  State  Budget  Director  the  Old  Fund  LiabiUty  Tax  can  end  on 
December  31,  1998,  saving  Montana  taxpayers  an  estimated  $50  million  in  taxes  each  year. 
Old  Fund  unfunded  li- 


ability had  gone  from  $499 
million  deficit  in  1 992  to  a 
deficit  of$69.5  million  by 
June  30, 1998.  In  Septem- 
ber 1996,  the  State  Fund 
Board  of  Directors  de- 
clared a  dividend  that 
amounted  to  $102.3  mil- 
lion. The  funds  were  used 
^^pay  off  outstanding  Old 
Tund  bond  debt.  In  addi- 
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tion,  as  part  of  legislation  passed  in  1997,  the  State  Fund  paid  $63.8  million  to  the  Old  Fund  in  June  1998.  The  State  Fund's  total 
contribution  of  $166  million  has  lead  to  an  early  elimination  of  the  OFLT.  No  other  insurer  has  made  this  kind  of  financial  commit- 
ment to  the  State  of  Montana. 


History  of  the  payroll  tax,  known  as  the  Old  Fund  Liability  Tax. 

First  passed  in  the  1 987  legislative  session  and  assessed  on  all  employers'  payroll 
at  a  rate  of  .3%  of  payroll.  The  tax  was  to  sunset  in  1991 . 
In  1 99 1 ,  the  payroll  tax  is  put  in  place  at  a  rate  of  .28%.  The  legislature  approves 
issuing  $142.1  million  in  payroll  tax  bonds  to  fund  the  Old  Fund  liability. 
In  1 993,  the  payroll  tax  becomes  the  Old  Fund  Liability  Tax  and  is  expanded  to 
include  employees  and  self-employed  sole  proprietors.  The  tax  is  increased  to 
.5%  on  employer's  payroll;  .2%  on  employees  and  self  employed.  This  tax  is  to 
terminate  by  2007,  with  provisions  to  reduce  the  tax  under  certain  conditions, 
reverting  back  to  the  employer  .28%  after  2007.  Bonds  scheduled  to  be  repaid  by 
2020.  The  legislature  approves  issuing  additional  short-term  bond  debt  in  the 
amount  of  $32.5  million.  For  1987  to  1993,  payroll  tax  collections  amounted  to 
$79  million.  Projections  at  the  time  indicated  that  an  additional  $666  million  in 
tax  collections  would  be  needed  to  fully  pay  off  the  Old  Fund  liability,  including 
^^  $392  million  in  claim  liability. 

Continued  on  page  2. 
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Editor:  Chuck  Christiansen.  Customer  Relations  and  Communications  Manager.  Please  call  406-444-5982  with  comments  or  suggestions. 
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An  Audit — No  Reason  to  Panic 


You've  just  received  a  letter  saying  you'll 
be  contacted  by  an  audit  consultant. 
Why  are  you  being  au- 
dited? Who  are  these 
audit  consultants, 
and  what  can  you 
do  to  help  ensure 
the  audit  experi- 
ence   is   not   so 
scary? 
There  are  two 
reasons  for  a  pre- 
mium audit.  Not 

only  do  we  verify  the  correct  payroll  was  reported  in  the  correct  codes,  we  also  want  to 
confirm  the  classification  codes  assigned  to  your  policy  are  correct  based  on  your  busi- 
ness operations.  The  ultimate  goal  of  a  premium  audit  is  to  ensure  our  policyholders  are 
paying  the  correct  premium  based  on  their  exposure  to  loss. . .  no  more,  and  no  less. 
Since  payroll  and  class  code  information  are  factors  in  the  development  of  rates,  the 
premium  audit  program  helps  ensure  rate  equity. 

If  your  policy  is  selected  for  audit,  your  first  notification  will  be  a  letter  from  the 
State  Fund  which  identifies  the  type  of  audit  (field  or  phone)  and  also  the  audit  vendor 
who  is  assigned  to  your  audit.  All  State  Fund  policies  may  be  selected  for  audit,  and  the 
majority  of  policies  are  selected  on  a  random  basis.  Occasionally,  an  audit  will  be 
requested  by  Policyholder  Services,  an  agent,  or  even  a  policyholder. 

If  your  policy  has  been  selected  for  a  field  audit,  an  audit  consultant  will  conduct 
an  on-site  visit  to  review  your  operations,  as  well  as  your  payroll  and  financial  records. 
The  auditor  will  contact  you  either  by  phone  or  letter  to  schedule  the  audit.  Typical 
records  to  be  reviewed  include  payroll  journals  or  individual  earnings  records,  state 
unemployment  reports,  federal  94 1  s,  and  a  general  ledger  or  cash  disbursements  jour- 
nal. If  you've  hired  contract  labor  during  the  audit  period,  the  auditor  will  also  want  to 
review  certificates  of  workers'  compensation  coverage,  or  documents  to  determine  in- 
dependent contractor  status  such  as  exemption  certificates,  preprinted  invoices,  con- 
tracts, business  cards,  etc. 

If  your  audit  will  be  conducted  by  phone,  you  will  receive  a  letter  from  the  auditor 
with  a  scheduled  date  and  time  for  the  phone  call.  The  letter  will  also  include  a  form 
listing  the  information  needed  by  the  auditor  to  help  you  prepare  for  the  audit.  Again, 
the  auditor  will  review  your  business  operations  and  discuss  payroll  and  other  financial 
information. 

If  your  records  are  kept  by  an  outside  accounting  service,  you  may  request  the 
auditor  meet  with  or  phone  your  accountant.  However,  please  be  sure  all  the  necessary 

Continued  on  page  4. 


History  of  Old  Fund,  continued  from  page  1 

•  In  July  1 995,  and  in  March  1 996,  the 
State  Fund  uses  excess  OFLT  funds 
to  retire  $33.9  million  of  the  1991 
bonds,  saving  interest  costs  to  Mon- 
tana of  $54  million. 

•  In  September  1996,  the  Board  of  Di- 
rectors of  the  State  Fund  approves  a 
dividend  of  $102.3  million  from  the 
New  Fund  intended  to  retire  the  re- 
maining bond  debt.  The  debt  was  fully 
retired  by  January  1997,  saving  in- 
terest costs  of  $85  million. 

•  The  1997  legislature  approves  SB67, 
which  provides  the  State  Fund  pay 
$63.8  million  in  excess  surplus  funds 
to  the  Old  Fund  to  help  fund  the  Old 
Fund  liability,  and  retire  the  OFLT 
earlier  than  anticipated. 

•  Total  tax  collections  from  1987  tc 
1998  are  an  estimated  $343  million.' 
This  is  a  savings  to  taxpayers  of  $323 
million  from  projections  made  in 
1993. 

stfund. State. mt. US 

Jot  down  our  Internet  address  and  visit 
our  new  web  site!  The  Internet  is  one  of  the 
most  efficient  ways  for  us  to  provide  you  with 
information.  We  worked  hard  the  last  few 
months  to  update  and  redesign  our  web  site 
in  order  to  make  it  more  useful  and  effective. 

In  addition  to  our  home  page,  there  are 
pages  on  Safety,  Claims,  Policy  Services, 
Fraud,  and  FAQs  (frequently  asked  questions). 

Please  share  your  ideas  about  the  new 
site  and  any  information  you  would  like  to 
see  included.  To  share  your  ideas,  contact 
the  Communications  Department  at  1-800^^ 
332-6102 


Association  or 
Group  Plans 

Association  plans  are  offered  to 
trade  groups  in  order  to  encour- 
age a  safe  work  environment 
and  lower  workers'  com- 
pensation costs  for  mem- 
bers. Group  members 
agree  to  attend  safety 
workshops,  promote  a 
safe  workplace,  report 
injuries  immediately, 
and  promote  early  return 
to  work. 

All  State  Fund  group 
plans  are  group  dividend  plans.  These  plans 
have  the  advantage  of  providing  incentive 
for  reduced  premium  if  the  loss  history  of 
the  group  is  better  than  expected,  while  at 
the  same  time  allowing  for  supplemental 
pricing  (rate  tiers  and  individual  schedule 
rating)  as  well  as  volume  discounting  (for 
those  accounts  with  premium  over  $5,000). 
In  addition  to  this  basic  plan  structure,  we 
have  applied  guaranteed  credits  on  a  group 
basis  to  three  of  the  five  plans.  State  Fund 
Ag  Group  receives  4%,  while  NFIB  and 
Montana  Logging  Association  receive  5%. 

The  State  Fund  has  a  group  plan  with 
the  following  associations: 

•NFIB 

•Montana  Motor  Carriers  Association 

•Montana  Logging  Association 

•MontanaBuilding  Industry  Association 

•State  Fund  Ag  Group 

If  you  would  like  more  information  on 
State  Fund  association  plans,  call  a  Customer 
Service  Representative  at  1-800-332-6102. 


State  Fund  Well  Prepared  for  Year  2000 

With  only  15  months  left  until  the  end  of  the  cen- 
tury, there  is  an  increased  awareness  of  making 
computer  hardware  and  software  Year  2000  com- 
pliant. The  State  Fund  has  taken  this  issue  very 
seriously,  and  our  Management  Information  Sys- 
tems Department  has  diligently  worked  toward 
that  goal  for  several  years.  State  Fund  computer 
systems  should  be  fully  compliant  by  early  1 999. 

Hardware 

Our  file  servers,  the  hardware  that 

handles  data  for  software,  is  currently 

Year  2000  compliant.  In  addition.  State 

Fund  has  already  replaced  desktop  computers  as  equipment  upgrades  were  necessary  in 

order  to  handle  the  new  software  we  have  brought  on-line.  Our  battery  backup  units  are 

also  ready  for  the  next  century. 

Softv^are 

In  an  effort  to  provide  superior  customer  service.  State  Fund  has  been  developing 

new  software  systems  for  the  past  several  years.  These  systems  will  be  Year  2000  com- 
pliant. BIS  (Benefit  Information  System)  is  one  software  system  already  developed  and 
running.  BIS  enhances  accuracy  of  claim  management  and  puts  claim  information  at  our 
fingertips.  PAALS  (Policy,  Audit,  Accounting  and  Loss  Control  System)  and  AMPS 
(Automated  Medical  Payment  System),  our  policy  services  and  medical  payment  systems 
will  be  implemented  in  early  1999.  Both  of  these  state-of-the-art  systems  are  Year  2000 
compliant.  Policy  information  will  accurately  be  carried  across  into  PAALS.  and  AMPS  will 
capture  and  manage  information  relevant  to  medical  providers. 

State  Fund  is  also  working  with  major  vendors  such  as  NCCI  to  ensure  they  are 
Year  2000  Compliant. 


If  you  have  any  questions  about  the 
Year  2000  issue  and  preparation  done 
by  the  State  Fund,  please  call  the 
Communications  Department  at 
1-800-332-6102 


Fraud  Scoreboard 


Convictions:  45 
Cases  investigated:  1  1  20 

Net  savings  since 
inception:  $8,217,005 


New  Computer 
Systems  In 
Test  Stage 


The  State  Fund  is 
currently  testing 
the  new  Auto- 
mated Medical 
Processing  Sys- 
tem (AMPS)  and  the  Policy,  Audit,  Accounting  and  Loss  Control  System  (PAALS). 

AMPS  is  an  add-on  system  to  the  Benefits  Information  System  (BIS)  put  into  production 
in  February  1997,  and  will  help  the  State  Fund  reach  our  goal  of  processing  90%  of  all 
medical  bills  within  30  days.  PAALS  includes  important  functions  which  allow  State 
Fund  for  more  flexible  policy  services. 

We  will  implement  AMPS  and  PAALS  in  two  phases  in  order  for  employees  to  complete 
necessary  work  with  little  or  no  interruption  in  customer  service. 

Phase  I  of  AMPS  will  capture  and  manage  information  relevant  to  individual  medical 
providers.  Preferred  Provider  Organizations  (PPOs),  and  Managed  Care  Organizations 
(MCOs).  This  includes  fee  schedules,  payment  information,  performance  management, 
and  tax  reporting  information.  This  phase  provides  the  ability  to  generate  standardized 
forms,  notices,  letters,  and  reports  required  for  the  proper  processing  of  medical  bills, 
reports,  and  other  documentation  regarding  medical  management  of  claims. 

Phase  II  of  AMPS  will:  include  a  medical  statistical  system  capability,  allow  State 
Fund  to  accept  bills  through  Electronic  Data  Interchange  (EDI),  dial  up  capability  for 
MCOs,  implement  a  medical  deductible  policy,  and  provide  remote  access  for  providers 
to  record  bills  and  reports  directly  to  the  State  Fund  system,  as  well  as  inquire  about  the 
status  of  a  bill. 

Phase  I  of  PAALS  continued  through  the  summer  with  hands-on  systems  training  to 
prepare  all  participants  for  the  user  acceptance  testing  phase.  After  Phase  I  is  imple- 
mented. Phase  II  will  be  tested  and  migrated  into  the  new  system  as  quickly  as  possible. 
Phase  II  includes  important  functions  including: 

•Paying  dividends 

•Accessing  group  experience  data  on-line 

•Automating  our  Construction  Credit  Program 

•Electronic  calendaring  system  for  audit  and  loss  control 

•Calculate  and  bill  late  payment  fees 

•Accept  credit  card  payments 

•Accept  payment  by  electronic  funds  transfer 

•Apply  discounts  for  early  payment 
We  hope  to  implement  AMPS  and  PAALS  early  next  year.  If  you  have  any  questions 
regarding  these  new  systems,  please  contact  the  State  Fund  at  I-800-332-6I02. 


Audits,  Continued  from  page  2. 

records  are  available  at  the  accountant's 

office  on  the  day  of  the  audit.  Also, 

be  advised  the  auditor  may  still  need 

to  contact  you  to  verily  operations 

and  the  various  job  duties  of  your 

employees.  In  the  case  of  a  field  audit, 

this  may  include  an  on-site  tour  of  your 

business. 

Currently,  the  State  Fund  contracts  with 
three  professional  insurance  service  compa- 
nies to  provide  premium  audit  services:  CP 
Commercial  Specialists,  Lowry  &  Associates, 
Inc.,  and  Trumbull  Premium  Audit  Service. 
Each  of  these  companies  hire  professional 
premium  auditors  who  receive  specialized 
training  on  Montana  State  Fund's  policies  and 
procedures.  Each  auditor  is  provided  a  State 
Fund  Underwriting  Manual  with  all  current 
updates,  and  have  direct  access  to  the  person- 
nel in  our  Premium  Audit  Services. 

Premium  audits  are  a  necessary  business 
activity  of  the  State  Fund.  The  overall  goal  of 
our  premium  audit  program  is  to  confirm  cor- 
rect reporting  with  the  least  amount  of  time 
and  inconvenience  as  possible  to  our  custom- 
ers. We  hope  you  will  take  advantage  of  the 
audit  process  to  ask  any  questions  you  may 
have  regarding  your  workers'  compensation 
coverage.  The  auditor  will  be  happy  to  ad- 
dress your  concerns  or  direct  you  to  the  ap- 
propriate person  at  the  State  Fund. 

If  you  have  any  questions  regarding  the 
audit  process  or  our  audit  service  companies, 
please  call  State  Fund  Premium  Audit  Ser- 
vices at  1  -800-332-6 1 02.  If  you  need  to  reach 
an  audit  company  directory,  their  toll-free 
numbers  are: 

•CP  Commercial  Specialists,  1  -800-85 1  -5563 
•Lowry  &  Associates,  1  -800-279- 1 437 
•Trumbull  Premium  Audit  Services,  1-888-825-  ' 
8813 


President's  Message 


This  month,  the  State  Fund  Board  of  Directors  confirmed  what 
ail  of  us  had  hoped —  that  Montana's  Old  Fund  Liability  Tax  could 
end.  At  their  September  meeting,  the  Board  reviewed  the  findings  of  an 
independent  actuary  and  voted  to  advise  Montana's  Budget  Director  the 
Old  Fund  tax  can  end. 

Following  the  vote.  Budget  Director  Dave  Lewis  certified  to  the 
Department  of  Revenue  that  the  Old  Fund  Liability  Tax  will  be  ter- 
minated on  December  31,1 998.  Ending  the  Old  Fund 
tax  will  save  Montana  taxpayers  more  than  $50  mil- 
lion  in  taxes  each  year. 

The  Old  Fund's  liability  is  now  adequately 
funded  in  accordance  with  Montana  statute.  Bar- 
ring any  significant,  unanticipated,  adverse  court 
interpretations  of  statute,  which  could  impact  the  cost 
of  benefits  or  the  administrafion  of  Old  Fund  claims, 
the  funded  amount  should  be  sufficient.  ^ 

For  everyone  in  Montana,  the  process  has  been 
a  long  one.  Due  to  the  Old  State  Fund  being  poorly 
structured  and  tied  into  the  legislative  budget  process, 
as  well  as  past  political  involvement  in  operations,  it  was 
unable  to  maintain  adequate  rates,  service  levels,  or  func- 
tion successfully  as  a  competitive  insurer  and  guaranteed  mar-         -^ 
ket  for  Montana  businesses.  This  proved  to  be  very  disruptive  to 
the  marketplace  and  resulted  in  an  estimated  one  half  billion  dollar 
unfunded  liability.  The  liability  was  uhimately  taken  over  as  a  state  debt  and  the  Old  State  Fund 
ceased  to  exist. 

The  new  State  Fund  was  created  by  the  legislature  in  July  of  1990  and  was  structured  much  differently.  With  additional  legisla- 
tive support,  it  has  been  provided  tools  to  operate  much  like  other  competitive  insurance  companies. 

The  New  State  Fund  today  is  financially  strong,  is  providing  unprecedented  service  levels  to  its  customers,  and  is  now  overseen 
by  an  active  board  of  directors  from  around  the  state.  With  this  structure  in  place,  ongoing  support  from  legislators,  and  a  strong 
management  team,  we  should  never  see  the  need  for  a  tax  like  the  Old  Fund  Liability  Tax  placed  on  Montana  cifizens  again. 

There  were  many  individuals  involved  in  bringing  the  Old  Fund  tax  to  an  early  end.  Our  sincere  thanks  go  to  Governor  Marc  Racicot, 
legislators  of  both  parties,  Montana  employers  and  their  employees,  and  the  dedicated  staff  and  management  of  the  State  Fund.  All  of  us 
kshould  be  proud  of  what  we  have  accomplished  by  working  together. 
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Winter  Weather  Safety  Tips 

Dress  for  cold  weather: 

Wear  several  layers  of  loose  fitting,  lightweight  clothing.  Wear  mittens  instead  of  gloves.  Wear  ahat.  Remember 

that  trapped,  insulating  air,  warmed  by  body  heat  is  the  best  protection  from  the  cold. 

Avoid  overexertion: 

The  strain  from  cold  temperatures  and  heavy  labor  such  as  shoveling,  pushing  a  car,  or  walking  in  deep  snow 

may  cause  a  heart  attack  in  older  and  less  physically  fit  individuals. 

Winterize  your  home: 

Check  your  furnace  before  you  need  to  use  it.  Compile  a  home  safety  kit  which  includes  extra  nonperishable 
food,  medicine,  and  a  battery  operated  radio.  Keep  a  flashlight  and  extra  batteries  handy.  Keep  candles  and 
matches  handy  for  extended  electrical  loss. 

If  you  lose  heat  in  your  home: 

Seal  off  unused  rooms  by  stuffing  towels  under  the  door.  Cover  the  windows  at  night  with  a  blanket  or  sheet  if 

you  have  extra.  Use  only  heating  devices  designed  for  indoor  use  and  obey  all  safety  precautions. 


Twenty-five  thousand  copies  of  this  public  document  were  published  at  an  estimated  cost  of  $0. 1 6  per  copy 
for  a  total  cost  of  $4,064.  Ail  rights  reserved;  reproduction  is  prohibited  without  permission. 
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